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To: Budget and Fiscal Affairs Committee From: Michelle Mitchell — Directo( %‘%
Finance Department

Susan Bandy — Deputy Director
PWE

Date: February 29, 2008

Subject: Combined Utility System Auction Rate
Securities and Related Debt Issues
The purpose of this memo is to review the projected refunding and restructuring of the
Combined Utility System Auction Rate Securities (“ARS”) and related issues in light of the
current challenges in the various credit markets.

The difficulties in the ARS market can best be summarized in Exhibit 1, which illustrates the
dramatic rate increase in the ARS market. As a result, the CUS’s interest expense has
increased significantly and necessitates changes. Summarized below are a number of
proposed transactions (see Exhibit 2).

e Group 1 — Series 2004B — Tax Exempt
1. $653 million
2. Swaps in place, making it preferable to stay in variable rate mode to match the
swap by doing a Variable Rate Demand Bond (“VRDB")
3. Letter of Credit identified with Bank of America heading a consortium of 4 banks

e Group 2 — Series 2004C — Tax Exempt

Hedged
1. $250 million
2. Swaps in place, making it preferable to stay in variable rate mode to match the
swap by doing a VRDB
3. Bank of America will provide Letter of Credit. Will also need to find new liquidity
provider for the General Obligation Series E Commercial Paper

Un-Hedged
1. $273 million

2. Considering puts as the preferred option and, will enable the insurer to stay in
place

e Group 3 — Series 2004C — Taxable
1. $200 million
2. No swaps in place
3. Scheduled conversions from taxable to tax exempt already planned
4. Considering puts as the preferred option and, will enable the insurer to stay in
place

The Finance Working Group recommends approval of these pending transactions.



EXHIBIT 1
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Houstion Combined Utility Average Tax-Exempt Auction Rate Vs SIFMA Index
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